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REF: STATE 173003 

1. AS INSTRUCTED REETEL, EMBOFE PASSED SUBSTANCE OE MESSAGE 
TO MINISTRY EOREIGN AEFAIRS (MEA) REP COSTA (DIRECTOR, OFEICE 
OE ENERGY AFEAIRS) ON JULY 23. 

2. COSTA SAID GOI AGREED IN PRINCIPLE THAT EMERGENCY RESERVES 
SHOULD BE 90 DAYS BY 1980. EC MEMBER COUNTRIES HAVE, IN EACT, 
ALREADY AGREED IN EC CONTEXT UPON 90 DAY EMERGENCY RESERVE 
REQUIREMENT. UNEORTUNATELY, EROM GOI VIEWPOINT, EC AND lEA 
DEEINITIONS OE EMERGENCY RESERVES ARE NOT COMPARABLE SO THAT 
lEA'S 90 DAYS IS EQUIVALENT TO ABOUT 120 EC DAYS. GOI WOULD 
LIKE TO SEE lEA DEEINITION REDRAFTED TO CONEORM WITH EC DEEI- 
NITION, SO THAT BOTH lEA AND EC OPERATE ON SAME BASIS. MIN- 
ISTRY INDUSTRY BELIEVES THIS WOULD BE MOST SATISEACTORY WAY 
TO REACH 90 DAY LEVEL OE EMERGENCY RESERVES. 

3. EMBOEF THEN REEMPHASIZED NEED EOR REAL, NOT PAPER, ACTION 
ON EMERGENCY RESERVES IN ORDER MAINTAIN lEA CREDIBILITY VIS- 
A-VIS PRODUCERS. USE OE WATERED-DOWN DEEINITION OE EMER- 
GENCY RESERVES OR REDUCTION OE UNAVAILABLE STOCKS FROM 10 TO 
5 PERCENT, WHILE IT MIGHT BE LEAST PAINFUL METHOD OE ACHIEVING 
90-DAY LEVEL OE EMERGENCY RESERVES, WOULD ONLY SERVE TO CON- 
VINCE PRODUCERS THAT lEA MEMBERS UNWILLING COMMIT REAL RE- 
SOURCES TO ACHIEVE AGREED UPON lEA OBJECTIVES, AND HENCE DO 
NOT TAKE lEA SERIOUSLY. EMBOFE NOTED THAT CREDIBILITY ISSUE 
APPEARED TO BE IMPORTANT TO GOI, SINCE IT WAS BASIS EOR GOI 

NOT WISHING DISCUSS OR MOVE AHEAD ON MINIMUM SAFEGUARD PRICE 
(MSP) ISSUE AT THIS TIME. 

4. COSTA THEN SHIETED GROUND, ARGUING THAT COST OE INCREAS- 
ING ITALY'S EMERGENCY RESERVES EROM 60 TO 90 lEA DAYS, ESTI- 
MATED AT ABOUT 500 BILLION LIRE ($770 MILLION AT $1 US EQUALS 
650 LIRE) BY THE MINISTRY OE INDUSTRY, IS BEYOND PRESENT CAP- 
ABILITY OF EITHER GOI OR OIL COMPANIES. DIEEICULTY IN SE- 
CURING ADEQUATE EINANCING FOR ENEL NUCLEAR POWER PROGRAM, WITH 
WHICH USG EAMILIAR, INDICATIVE OE NATURE OE PROBLEM EOR GOI. 

OIL COMPANIES ALLEGEDLY LOSING MONEY ON THEIR ITALIAN OPER- 
ATIONS. (COSTA IMPLIED THEY MIGHT CHOOSE TO WITHDRAW EROM 
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MARKET RATHER THAN INVEST MORE MONEY IF DIRECTED BY GOI TO 
INCREASE THEIR EMERGENCY RESERVES.) COSTA ALSO ARGUED THAT 
PURCHASING OIL EOR EMERGENCY STOCKS MIGHT PUT UPWARD PRESSURE 
ON OIL PRICES. EMBOFE RESPONDED THAT THIS DID NOT APPEAR 
LIKELY SINCE PURCHASES COULD BE SPREAD OVER FIVE-YEAR PERIOD. 
COSTA ALSO NOTED THAT ACQUIRING SUITABLE LOCATION EOR ADDI- 
TIONAL STORAGE EACILITIES WOULD BE A REAL PROBLEM, GIVEN 
RESISTANCE OE ENVIRONMENTAL GROUPS AND LOCAL AUTHORITIES TO 
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ESTABLISHMENT OE SUCH FACILITIES. 

5. COMMENT: FINANCIAL AND LOCATION EACTORS NOTED PARA (4) 

ABOVE POSE REAL PROBLEM EOR GOT EMBASSY THEREFORE DOES NOT 
EXPECT ITALIAN SUPPORT EOR USG POSITION AT JULY 28-29 GOVER- 
NING BOARD. GOT ESPECIALLY MINISTRY INDUSTRY, IS LOOKING EOR 
EASIEST WAY OUT. VOLPE 
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